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Abstracts 
The importance of innovation in enhancing the 
performance of business enterprises have been 
acknowledged and documented in economic literature. 
However, SMEs find it difficult to innovate due mainly to 
constraint of resource. Nevertheless through effective 
strategic alliance with other participants in the market 
SMEs get access to numerous resources, skills and 
technique to overcome the challenges affecting their 
innovativeness and performance. The study presents a 
conceptual framework depicting the mediating role of 
innovation strategy on the relationship between strategic 
alliance and SMEs performance in developing 
economies. Empirical validation of this model would 
entail crucial policies implication to policy makers, 
owner/managers and all other stake holders. 
Keyword: Strategic alliance, innovation strategy, 
SMEs performance  
Introduction 
Innovation in SMEs firms cannot be solely 
confined to internal process and capability 
(Shakeel, Kannan, Brah, and Hassan, 2017, 
Biemans, 1991); it requires effective management 
of external collaboration to succeed (Bougrain and 
Haudeville, 2002). Teece, (1996) noted that 
cooperative relationship enable small firms 
acquired the necessary resources which were 
hitherto the exclusive domain of large busines ses. 
Caner and Tyler, (2013) and Powell, (1998) urged 
that strategic alliance with external partners 
significantly contributes to the enhancement of 
creativity, minimizing risks and improving the 
quality of innovation outcomes. While Kale, Singh, 
and Perlmutter, (2000) posits that firms engage in 
alliance with partners gain competitive advantage 
in the market and have access to new technologies. 
Based on this SMEs must consider strategic 
alliance to expand their size as size is consider the 
most powerful predictor of firm’s sale, hence 
strategic alliance may present SMEs with new 
avenue to enlarge their size and at the same way 
maintain a certain level of independence.  
It has been established that through strategic 
alliance SMEs can achieve and maintain an 
economic of scale and innovative independence 
(Lin and Chen, 2007). However, access to 
technologies, finance, new market and raw material 
remains the major challenge to SMEs in developing 
countries (Aminu, 2015, Adeodun, Daniyan, 
Omohimoria, and Afolobi, 2015,  Olughor, 2015). 
On the other hand, the importance of strategic 
alliance in helping firms to acquire resources and 
develop capability to improve innovativeness, 
performance and competitive position have been 
adequately justified in several studies (Pham, 
Monkhouse, and Barnes, 2017, Shakeel, Kannan, 
Brah, and Hassan, 2017, Kiprotich, Kemboi, and 
Kiprop, 2015). 
Whereas numerous factors affecting the 
performance of SMEs have been identified in 
literature, the role of strategic alliance in enhancing 
innovativeness and improving performance and 
competitive position of SMEs in developing 
economies remain limited. 
It has been demonstrated that most SMEs in 
developing countries like Malaysia have 
acknowledged the role of innovation, yet they fail 
to develop effective strategies to manage internal 
skill and enhance innovation, hence SMEs need to 
put on effective innovation strategies (Abu Bakar 
& Ahmad, 2012). However for almost two decade 
Pittaway, Robertson, Munir, Denyer, and Neely, 
(2004) have identified a dearth of literature on the 
links between strategic alliance and innovation 
strategy. Therefore, this study based on the 
literature reviewed proposes a conceptual 
framework which postulates the role of strategic 
alliance in influencing SMEs innovation strategy, 
capability which in turn enhances performance and 
competitive edge.  
Literature Review 
2.1 Concept of Strategic Alliance 
Strategic alliance among market participants is 
noticeable phenomenon in today’s business 
environment. This is due to the fact that a firm is 
improbable to have all the required resources and 
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capabilities to attain global competitive advantage 
(Chan and Wong, 1994). The challenges of 
globalization and competition today is delicate to 
businesses particularly SMEs, hence most firms 
resort to building effective alliance with relevant 
participant in the market.  Consequently, firms that 
establish weak relationship with other participants 
in the market may be favorably react to 
environmental changes and public policies which 
provide opportunities (Bougrain and Haudeville, 
2002). Strategic collaboration such as value chain, 
supply chain, cluster, extended enterprises and 
virtual enterprises are becoming order of the day so 
as to cope with the challenging global business 
environment (Brekalo, Albers, and Delfmann, 
2013, Choi, Hise, Bagozzi, and Fadil, 2010).  
It has been established that SMEs are constraint in 
terms of technologies, management and manpower 
as well as finance, and are usually dependent on a 
small number of customers and operating in limited 
markets (Saunila, 2016). On the other hand, they 
have a flat and flexible structures, high innovatory 
potential, reactive mindset, and informal, dynamic 
strategies (Hudson, Smart and Bourne, 2001). 
Hence SMEs can rely on social alliance to acquire 
both the lacking physical resource and intangible 
resources to develop better competitive advantage 
(Gronum, 2015). Thus Oxford Economies, (2013) 
confirms that SMEs can access technical 
information from a range of external sources 
improves their technological and innovation 
process. 
Strategic alliances are generally regarded as a 
particular mode of long term inter-organizational 
relationship where two or more participant share 
knowledge, resources and capabilities  with the aim 
of enhancing competitive positions of each 
participant (Kiprotich, Kemboi, and Kiprop, 2015). 
Thus the process of strategic alliance enable firm 
access resources, technologies, capabilities, 
information and knowledge that  improve its 
markets competitive position (Ireland, Hitt, and 
Vaidyanath, 2002), and facilitate the transfer of 
tacit knowledge and enhance relational capital 
(Collins and Hitt, 2006), this is specifically 
essential to SMEs with inadequate resources and 
capabilities (Baum, Calabrese, and Silverman, 
2000). It should be noted that effective strategic 
alliance is built on technology transfer which entail 
honoring economic rules (Bougrain and 
Haudeville, 2002).   
Hence the alliance provides organization with 
access to resources, market, information and 
technologies with economies of scale, scope and 
learning advantage that facilitate the achievement 
of strategic firm’s objectives (Gulati, Nohria, and 
Zaheer, 2000). The alliances can be used to rapidly 
spread technologies, infiltrate new markets, evade 
governmental control and speedily gain 
information from industry leaders (Soosay, Hyland, 
and Ferrer, 2008, Lorange, 1991). Alliance with 
suppliers, industry associations, competitors, 
customers, and the other stake holders can provide 
missing inputs that the firm’s cannot provide itself 
(Lawson and Samson, 2001). Through alliance 
SMEs can overcome resource constraint, develops 
competitive advantage and compete favorably with 
major competitors (Lee, Lim, and Tan, 2000). It 
provides support in areas where the firm is weak, 
provide insight into emerging environmental 
culture and issue as well as helping the firm create 
an opportunities for growth and development 
which might have been unexplored (Eschker, Gold, 
and Lane, 2017). 
Strategic alliance enable SMEs not to only 
targeting niches disregarded by major competitors, 
but also to penetrate the major market dominated 
by the major competitors (Lee, Lim, and Tan, 
2000). Hence it is not only strengthens SMEs 
competitive capacity, but also guard against 
aggressive competitive actions from major 
competitors (Lee, Lim, and Tan, 2000). Firms 
engage in strategic alliance to learn and acquire 
marketing, managerial and production skills (Lo, 
Stepicheva, and Peng, 2016), which facilitates 
creativity and enhances innovation (Silvestri and 
Veltri, 2017, Schweitzer, 2014). Therefore, firm’s 
ability to interact and learn, accumulate and share 
knowledge and to quickly adapt is now a basic 
requirement to innovate, survive and prosper in 
today’s competitive business environment (Chung, 
Luo, and Wagner, 2006). 
Strategic alliance is an important firm survival 
strategy just like integration and diversification 
(Pansari, 2005). Therefore, Strategic alliances and 
business networking are vital instruments to drive 
organizational success through improving learning, 
promoting market focus, exchanging technologies 
and expertise, costs and risk sharing, enhancing 
production efficiency, and encouraging partnership 
amongst firms, industries and market participants 
(Dunlap-Hinkler, Kotabe, and Mudammbi, 2010). 
Welbourne and Pardo-del-Val, (2009) suggested 
that most SMEs currently pursue global 
collaborative relationship to drive strategy for 
constant innovation.  
2.2 Concept of Innovation Strategy 
Innovation, creativity and value creation are crucial 
factors influencing the success of firms operating in 
today’s dynamic environment (Welbourne and 
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Pardo-del-Val, 2009). It is an essential factor in 
maintaining global competiveness (Chen and Wen, 
2007). Innovation have been designates as an art of 
identifying and executing new process, procedure 
and product within a cluster, an organization or 
wider society in order to enhance performance 
(Bakar and Ahmad, 2012). Hence, Edwards, 
Delbridge and Munday (2001) maintain that 
innovation is not only about a expertise it consist of 
systems, competence and even luck and surprising 
discovery. Therefore, innovativeness leads to 
enhancement in the amount and quality of service 
and product, decrease costs, avert loss of resources, 
increase efficiency and productivity, boosts 
motivation and employees job satisfaction 
(Farrokhian and Soleimani, 2015). Through 
innovation strategy firms acquire, and transform a 
given knowledge to suit a specific managerial and 
operational activities that enable the firm to 
innovate (Alexe and Alexe, 2016, Zawislak, Alves, 
et al. 2012).  
Through innovation strategy firms expedites the 
process of responding to the market challenges and 
develop competitive advantage (Auken, Madrid-
Guijarro and Garcia-Pérez-de-Lema, 2008), it also 
define  firm’s success (Assink, 2006), and helps 
achieve continuous innovation in both product and 
process (Nijhof, Krabbendam, and Looise, 2002) 
and allows firms attained high growth and profit 
and establish the bases to develop the right 
innovations at the face of market changes and 
competitive condition (Buergin, 2006). It improve 
firm’s ability to create new product and process 
which enable the firm to innovate ahead of the 
competitors and achieve financial benefits 
(Jiménez-Jiménez and Sanz-Valle, 2011), thus 
devoid of innovation, failure is unavoidable in 
dynamic environment (Hamel, 2002). 
However, innovation is a function of numerous 
factors including collaborative research and 
development and strategic alliance, networking 
between SMEs and their larger counterparts and 
amongst the SMEs themselves as well as effective 
supply chain management (Neely, Filippini, Forza, 
Vinelli, and Hii, 2001).   
Generally, innovation strategy has been described 
in various forms (Bessant and Tidd, 2007). For 
instance OECD/Eurostat, (2005) maintain that 
innovation strategy consist of process, product, 
firm and marketing innovation, while Damanpour 
and Gopalakrishnan, (2001), categorized 
innovation strategy into administrative and 
technical, Ndubisi, Capel, and Ndubisi, (2015) 
operationalize innovation strategy as cons isting the 
process, product and administrative innovation. 
Equally, Nybakk and Jenssen, (2012) designate 
innovation strategy as comprises business system, 
processes, products, and the investment in R&D. 
However this study focuses on product and process 
innovation. 
Paladino, (2007) considered product innovation as 
a fundamental strategic activities that empower 
firms to achieve higher competitive advantage. It 
control the firm’s process of developing new 
product, production of high-quality output, and 
ensure efficient and effective delivery time to the 
market (Kok and Biemans, 2009) and facilitate 
effective responses to changing competitive 
environment (Calisir, Altin Gumussoy, and 
Guzelsoy, 2013). While firms concentrate 
exclusively on process innovation to ensure 
efficient production cost and effective resource 
utilization, as this provide moderately lower risk 
and better real outcomes to management (Zhang, 
2007). Thus process innovation impacts positively 
on cost reduction and utilization of resources, and 
enable the firms to expand product innovation and 
attain product differentiation (Damanpour and 
Gopalakrishnan, 2001). 
2.3 Strategic Alliance and SMEs 
Innovativeness 
Innovation involved technological cooperation 
among various subsystems such as ties with other 
complementary assets, technologies, and users so 
as to be successful. All relevant subunit such as 
marketing, manufacturing, R&D and all member in 
supply chain exist in a firm must be actively 
engaged and keep informed if the innovation of 
product, process is to be commercially relevant and 
succeed in the market place (Teece, 1996). 
Therefore the role of strategic alliance is vital not 
only for the firm’s growth but survival (Albesher, 
2012). Alliance with different partners leads to 
different types of innovation (Pittaway, Robertson, 
Munir, Denyer, and Neely, 2004). For instance 
alliance with customers facilitates the success of 
incremental innovation (Biemans, 1991). While 
alliance with suppliers and consultants enhances 
organization new product innovation process 
(Baiman and Rajan, 2002). Similarly research 
institution plays a significant role in radical 
innovation (Liyanage, 1995). Buyer and supplier 
have a significant influence on firm’s innovation 
activities (Shakeel, Kannan, Brah, and Hassan, 
2017).  
Innovation literature indicates that SMEs 
innovation pattern follows what Chesbrough, 
(2003) described as “open innovation model” 
which allow organizations to make use of inputs 
sources from external actors to sustain innovation 
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(Kumar, Boesso, Favotto, and Menini, 2012). 
Business enterprises engage in alliance with other 
participants so as to integrate similar activities such 
as marketing, information technology, research and 
skills to achieve better competitive position 
(Capaldo, 2007, Bititci, Martinez, Albores, and 
Parung, 2004). External alliance is an important 
strategy that plays significant role in achieving 
successful innovation activities (Stach, 2006). 
These advantages include; minimum transaction 
cost, successful innovation (Scheel, 2002), 
economies of scale (Lin and Chen, 2007), 
integrated research, reduce delivery time (Arboníes 
and Moso, 2002), improve customer satisfaction 
and better bargaining power (Scheel, 2002). 
Strategic alliance involves exchange of service; 
knowledge and co-development of product 
(Ziggers and Henseler, 2009), this access to 
important resources, exchange of method and 
process allows innovation and drive changes 
(Ricciardi, 2014). However, Saunila, Pekkola, and 
Ukko, (2014) found that exploitation of external 
knowledge significantly affects firm’s performance 
through performance measurement. It have been 
established that successful business operation of 
manufacturing SMEs in developing economies 
largely does not depends on their ability to develop 
their own expertise, but rather on their ability to 
facilitate and nurture a strategic alliance with 
important partners (Ghauri, Lutz, and Goitom 
Tesfom, 2003, Humphrey and Schmitz, 1995). 
Therefore to improve cost effectiveness, product 
quality and create lasting competitive advantage 
manufacturing enterprises resort to strategic 
alliance with suppliers and customers as part of 
supply chain management (Love and Gunasekaran, 
1999). 
Caner and Tyler, (2013) reported that alliance in 
research and development positively influence 
product innovation of pharmaceutical industry in 
USA. The result of study conducted by Pham, 
Monkhouse, and Barnes, (2017) reveals that 
collaborative capability strengthens not only the 
efficiency of firm’s  marketing programs 
capabilities but also it is the most influential 
capabilities in predicting performance. Similarly 
Ziggers and Henseler, (2009) reported that inter-
firm alliance capability directly produces better 
financial performance and indirectly improves 
buyer’s financial and operational performance 
through increases supply base performance.  
Strategic alliance mediates the relationship between 
technology strategy and innovation performance 
(Aloini, Pellegrini, Lazzarotti, and Manzini, 2015). 
However, strategic alliance for alliance sake is 
insufficient; if organizations are to preserve their 
competitive position and continue to improve and 
sustain their performance, alliance should leads to 
creation of new and unique value to the 
organization (Bititci, Martinez, Albores, and 
Parung, 2004). 
2.4 Strategic Alliance and SMEs 
Performance 
Poor performance of SMEs in developing 
economies like Nigeria is attributed to their 
inability to innovate in spite of its role in achieving 
and maintaining success (Salisu, Abu Bakar, and 
Abdul Rani, 2017). Therefore, Olughor, (2015) 
urged that to improve capacity and motivation for 
innovative activities, SMEs in Nigeria must 
formulate policies that addresses horizontal and 
vertical concerns. SMEs need to collaborate to 
enhance their access to knowledge and resources 
(Bastida, Marimon, and Tanganelli, 2017). Hence it 
is believes that through effective strategic alliance 
SMEs in developing economies can reap the 
benefit of acquiring technologies, sourcing 
information and resources, expanding and 
penetrating new market.  
Yu, Nguyen, and Chen, (2016) demonstrated that 
strategic alliance enhances the process of achieving 
both product and process innovation of high tech 
ventures, thus new high-tech enterprises must focus 
on developing collaborative capability with 
strategic partner in their value chain in order to 
innovate new product or process and achieve 
competitive advantage. Kandemir, Yaprak, and 
Cavusgil, (2006) reported that alliance significantly 
affects network performance which in turn 
improves market performance. Lee, Lee, and 
Pennings, (2001) found that interactions between 
firm’s linkage and internal capabilities have 
significantly influences performance. 
Nieto and Santamaría, (2007) found that alliance 
with suppliers, customer and research institution 
have positively impacted on new innovation, while 
alliance with competitors negatively impacted. The 
greatest impact on the extent of innovation comes 
from alliance comprising different of partners. The 
result of study conducted by Soosay, Hyland, and 
Ferrer, (2008) reveals the extent to which alliance 
impacted on the company’s operation and 
capability to innovate. The ability to collaborate 
with partners enabled organization to learn and 
integrate operations for improved effectiveness in 
innovation activities (Sharma and Ghosh 
Choudhury, 2014). 
Vachon and Klassen, (2008) demonstrated that 
alliance with suppliers has a significant benefits, 
while alliance with customers produced mixed 
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results. Generally, the study indicates that alliance 
with suppliers is closely relates with process -based 
performance, whereas alliance with customers was 
related to product-based performance. The study by 
Walter, Auer, and Ritter, (2006) revealed that 
networking strengthens the links between 
entrepreneurial orientation and organization 
performance, thus alliance moderates the 
relationship between entrepreneurial orientation 
and firm performance. While Zaheer and Bell, 
(2005) reported that firm’s alliance structure 
positively influences performance. Sompong, Igel, 
and Smith, (2014) reported that alliance positively 
impacted on organization performance through 
opportunity accessibility, financial benefit, market 
potential and technological characteristic. In 
contrast the study conducted by Ritala, Hallikas, 
and Sissonen, (2008) reveal that alliance with 
competitors negatively affect business performance 
of information and communication technology 
firms.  
Innovation Strategy and Firm’s Performance 
The important of innovation strategy in improving 
performance and competitive position has been 
demonstrated in various studies (Neely, Filippini, 
Forza, Vinelli, and Hii, 2001, Nybakk and Jenssen, 
2012, Abu Bakar & Ahmad, 2012, Ferraresi, 
Quandt, Santos and Frega 2012, Yusr, 2016,  
Iddris, 2016, Namusonge, Muturi and Olaniran, 
2016, Salisu, Abu Bakar, and Abdul Rani, 2017). 
Similarly, the positive influence of innovation on  
firm’s performance have been adequately outlines 
by numerous studies such as  Auken, Madrid-
Guijarro and Garcia-Pérez-de-Lema (2008), 
Suliyanto and Rahab (2012), Rosli and Sidek 
(2013), Atalay, Anafarta and Sarvan (2013), Huang 
(2014), Hilman and Kaliappen, (2015).  
 
Figure 1.1 
Proposed Research Framework  
 
 
 
 
 
 
 
 
2.5 Conclusion 
The main objective guiding this study is to 
theoretically demonstrate the importance of 
strategic alliance in enhancing SMEs innovation 
strategy and performance. Various studies 
reviewed have justified the possible links between 
strategic alliance, firm’s innovativeness and 
performance. Therefore, this relationship as shown 
in the figure 1.1 above if empirically validated will 
provides a better understanding of the situation and 
will demonstrate to the owners/manager of SMEs 
the role of innovation strategy and strategic alliance 
in improving performance and competitive edge. 
Accordingly the study will add to the body of 
existence literature by introducing innovation 
strategy as mediating variable between strategic 
alliance and SMEs performance in developing 
economies. This study was conducted based on 
reviewed literature, therefore, there is need to 
empirically validate this relationship. 
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